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Abstract 
The main objective of this paper is to analyze the different types of audit report and audit rotation. The rotation of audit studied is 
the mandatory rotation of audit partner and voluntary rotation of audit firm from the selected Malaysian public listed companies 
over the period of ten years (2003-2012). The sample of this study consists of cross-sectional review of 1445 audit reports from 
156 public listed companies in Malaysia. Research findings indicated that the Non-Big Four audit firms issued more qualified 
opinion.  The association between reputable audit firm and the rotation of mandatory audit partner seemed significant. 
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1. Introduction 
The purpose of an audit is to provide the users of financial statements with an independent opinion whether the 
financial statements are presented fairly, in all material respects, in accordance with an applicable financial reporting 
framework and enhance the degree of users’ confidence towards the financial statements. The Generally Accepted 
Auditing Standards (GAAS) are developed and issued in the form of Statements of Auditing Standards (SAS) which 
required the auditor to obtain reasonable assurance about whether the financial statements as a whole is free from 
material misstatement due to fraud or error. 
Auditors are responsible to report honestly and provide assurance to the shareholders concerning the reliability, 
compliance to regulatory body and accounting policies, reliability and the truth and fairness of the client’s financial 
 
 
* Corresponding author. Tel.:+6-035-554-4971; fax: +6-035-544-4921. 
E-mail address: kalsom816@salam.uitm.edu.my 
© 2014 Elsevier Ltd. This is an open access article under the CC BY-NC-ND license 
(http://creativecommons.org/licenses/by-nc-nd/3.0/).
Peer-review under responsibility of the Accounting Research Institute, Universiti Teknologi MARA.
41 Kalsom Salleh and Hazlina Jasmani /  Procedia - Social and Behavioral Sciences  145 ( 2014 )  40 – 50 
statements. Audit quality is associated indirectly to the audit tenure as suggested by Carey and Simnett, (2006) that 
the studies of audit tenure may explore the basic objective of mandatory audit firm rotation. The independence of 
auditor could be impaired with the long auditor-client relationship as the firm’s capacity of critical appraisal may 
decline with time. The extended auditor-client relationship might deter the ability of the auditor to provide high 
quality of audit (Hamilton, Ruddock, Stokes, and Taylor, 2005). However, audit failures are generally higher during 
the first year of auditor–client relationship as the new auditor needs more effort to become familiar with the client 
operation (Jackson,Moldrich and Roebuck, 2008). 
The credibility of financial statements is one of the indicators of a high quality audit. This will definitely lead to 
enhance audit independence. It is expected that the audit rotation is perceived to be an attempt to enhance audit 
quality and subsequently improve the audit independence. The extended auditor-client relationship may hinder the 
ability of the auditors to perform high quality audit tasks (Hamilton et al., 2005). 
Recent studies have been conducted to investigate the impact of mandatory audit rotation towards auditor 
independence as a result of real outrageous worldwide audit failures cases such as Enron, WorldCom and Global 
Crossing in the US, Northern Rock in the UK, Metageshaft in Germany, Pramalat in Italy (Onwuchekwa, Erah, and 
Izedonmi, 2012). Malaysia is not excluded from the destruction of audit independence which caused corporate 
collapse like Transmile Group, NasionCom and Megan Media. 
Audit partner is defined as a member of the audit engagement team, who is responsible for decision making on 
significant auditing, accounting, and reporting matters to the client’s financial statements (PricewaterhouseCoopers, 
2003, pg 8). The audit partner has to maintain regular contact with the client management and client’s audit 
committee (Fargher, Lee and Mande, 2008). They added that the new partner will enhance the audit quality as the 
new audit partner brings “fresh and skeptical eyes” into the audit despite the fact of new partner rotation create a 
new learning curve for the incoming partner. Hence, it is essential to rotate audit partner to reduce the familiarity 
threats and subsequently improve the quality of audit. In addition, the audit quality is not only affected by audit firm 
rotation, but also the duration of the audit partner holds office with the same client for a number of years (Manry, 
Mock, and Turner, 2008). In Malaysia, the Circular 27/2013 dated 17 April 2013, the MIA’s By-Laws on 
Professional Ethics, Conduct and Practice, Section 290.151 requires that an individual shall not be a key audit 
partner for more than 5 years in respect of the audit of any Public Interest Entity (PIE) (MIA, 2013). 
Mandatory audit firm rotation is a system that requires companies to change their independent auditor 
periodically (Jackson et al., 2008). Auditor independence is the foundation of the auditing profession and one of the 
threats to auditor independence is extended audit tenure (Nazri, Smith and Ismail, 2012). Mohamed and Habib 
(2013) claimed that mandatory audit rotation is a sound solution being proposed and applied in different countries to 
overcome the problem of lacking of auditor independence. However, Jackson et al. (2008) concluded that there are 
minimal benefits of mandatory audit firms rotation with the additional costs associated to change auditors. 
With these contradicting arguments, this study will analyze the auditor’s opinion in the audit report of Public 
Listed Companies (PLCs) in Malaysia over a period of ten (10) years and to investigate the association between the 
audit rotation (rotation of audit partner and audit firm) and the types of audit opinion.     
 
1.1  Research objectives  
 
     The main objectives of this study are to analyze the different types of audit opinion and the rotation of audit 
partner and rotation of audit firm in the public listed companies (PLCs) in Malaysia over a period of ten years 
(2003-2012). The specific objectives are as follow: 
 
1. To analyze the different types of audit opinion of PLCs in Malaysia for the period of ten years; 
2. To analyze the different types of audit opinion from the Big Four and Non-Big Four audit firms for the 
period of ten years; 
3. To examine the association of audit opinion and audit rotation (mandatory rotation of audit partner and 
voluntary rotation of audit firm) for the period of ten years; 
4. To examine the association of audit rotation (mandatory rotation of audit partner and voluntary rotation of 
audit firm) and  Audit Firm Size  (Big Four and Non Big Four Audit Firms) for the period of ten years. 
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1.2 Significance of study  
 
This study aims to investigate the types of audit opinion issued by the Big Four or Non Big Four audit firms for 
Malaysian PLCs and the compliance issue with the mandatory audit partner rotation and voluntary audit firm 
rotation. Since audit partner rotation is already mandated in Malaysia, the regulators like Malaysian Institute of 
Accountants (MIA) may have to consider the issue in mandating audit firm rotation. 
 
2. Literature Review   
The International Standards on Auditing (ISA 700) issued by International Federation of Accountants states that 
the Auditor’s Report on Financial Statements provides authoritative guidance on the basic elements and forms of 
audit reports (IFAC, 2009). The quality of audit has been the never-ending issue in the accounting profession since a 
few decades ago. A study conducted by Knechel and Vanstraelan  (2007) had found that audit quality is closely 
related to auditor’s reporting opinion and auditor’s tenure. They believe that a decrease in audit quality is indicated 
by an increase in the likelihood that an auditor does not issue a going concern opinion when a company subsequently 
goes bankrupt, or an increase likelihood that an auditor issues a going concern opinion to a company that survives. In 
their study, Knechel and Vanstraelan (2007) revealed that audit quality increases with audit firm tenure, when 
proxied by the propensity to issue a going-concern opinion, and is unaffected when proxied by the level of 
discretionary expenses. Given the additional costs associated with switching auditors, it is concluded that there are 
minimal, if any, benefits of mandatory audit firm rotation. 
The study of Abdul Nasser, Wahid Abdui, Nazri Syed Mustapha and Hudaib (2006) found that switching 
direction is mostly influenced by the relationship between directions of switch and type of audit firm with the length 
of tenure. Their research found that large audit firms were found to be able to secure longer tenure in a firm, thus 
impair their independence. Therefore, bigger size audit firm may be less likely to issue qualified opinion. However, 
it is also argued that smaller auditors would be more reluctant to qualify their reports for the fear of being dismissed 
and losing a client.  
Krishnan, Krishnan, and Stephens, (1996) conducted a very comprehensive study which tested a two-way 
causation hypothesis between audit opinion and auditor switching and found evidence that audit opinion influences 
switching while switching also influences the opinion. When companies receive qualified audit opinions the 
tendency to switch auditor is higher with the hope that they will receive better audit opinion in future (Lennox, 2000, 
2005). 
Larger companies and companies being audited by the Big Four firms are perceived to have better disclosure 
practices and regulatory compliance compared to other companies (Sahlan, 2011). This is because they want to 
maintain their reputation (De Angelo, 1981; Chow and Rice, 1982). Normally, the large companies are being audited 
by the large audit firms (known as Big 4, Big 5, Big 6 and Big 8—depending on the countries) as these companies 
aims for better disclosure practices compared to services from the other small and medium audit firms (Sahlan, 
2011).  
The AICPA’s Commission on Auditor’s Responsibility (known as Cohen Commission) reached to a conclusion 
which is against the mandatory audit firm rotation (Cohen Commission, 1977).This is because the practice of 
mandatory rotation is very costly and the benefits do not outweigh the costs to the financial users. The Public 
Company Accounting Reform and Inventory Protection Act of 2002 (commonly referred to as the Sarbanes-Oxley 
Act or SOX) was enacted primarily in response to  major accounting scandals involving several prominent US 
companies which resulted in a loss of public trust in corporate accounting and reporting practices. One of the 
provisions of the Act is to introduce mandatory audit partner rotation to limit the lead audit partner to audit the client 
firm not longer than five years as an attempt to combat threats of auditor independence (Cameran, Prencipe, and 
Trombetta, 2008). This is evidenced under Sec 203 (SOX) on Rotation of Audit Partner which states that the lead 
partner and audit partner must be rotated at least once in every five years (PricewaterhouseCoopers, 2003).  
The Korean Financial Supervisory Services has mandated audit firm rotation in 2006 which requires audit firms 
to be rotated every seven years. The mandatory audit rotation is intended to reduce auditors’ incentives to develop 
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long- term relationships with their clients so that their preferences for conservative accounting choices may be 
induced (Kwon, Lim and Simmet, 2010). 
The regulators in Malaysia such as the Malaysia Securities Commission (SC) and the Kuala Lumpur Stock 
Exchange (KLSE) became more concerned with the mandatory audit firms rotation. In view of the importance of the 
issue in question, the Malaysian Institute of Accountants (MIA) and the Malaysia Institute of Certified Public 
Accountants (MICPA), who are the accounting governing bodies in Malaysia, agreed to establish an MIA/MACPA 
Joint Taskforce on Auditor Independence in May 2002. Both institutes agreed that the overall disadvantages of 
mandatory rotation of audit firms, including exorbitant costs, disruption and loss of accumulative knowledge, and a 
restriction on the freedom of companies to choose their own auditors, outweigh the benefits that may be derived 
from such rotation of audit firms (MIA, 2002). In Malaysia, the Companies Act 1965 nor the Security Commissions 
Act, 1985 does not address the issue of rotation of audit firm. The finding of the study of Shafie et al. (2009) is 
consistent with the recent decision of regulators not to regulate a mandatory audit firm rotation in Malaysia. Section 
290.151 of the MIA’s By-Laws on Professional Ethics, Conduct and Practice (Circular 27/2013 dated 17 April 2013) 
requires that an individual CPA (the lead audit partner) shall not be a key audit partner for more than 5 years in 
respect of the audit of any Public Interest Entity (PIE). The particular individual shall not be a member of 
engagement team or the key partner for the “same” client for a period of 2 years after such time. This is because the 
familiarity threats are created when the same key audit partner is engaged with the same audit client for over a 5-
year period but the change in audit firm will not reduce the familiarity threats. 
 
3. Research Methodology 
This research is implemented based on secondary data available from annual reports of public listed companies in 
Malaysia. A cross-sectional or correlational time series data of independent auditors’ reports of publicly listed 
companies in Kuala Lumpur Stock Exchange (KLSE) or Bursa Malaysia over a period of 2003 to 2012 (10 years) 
are collected for this study. By using the proportionate stratified random sampling collection, 20% out of the balance 
of 781 public listed companies are taken as the sample population which ended up to 156 companies.  Table 1 shows 
the stratified approach to derive the size of the stratum.    
Table 1 shows the number of companies and percentage of sample data included in this study based on the related 
industries. The largest number of companies selected come from the industrial product sector with 49 companies 
(31.2%), followed by the trading and services sector with 36 companies (23.1%), consumer product sector with 26 
companies (16.6 %). There were 17 (11%) companies in the properties sector and 9 (5.6%) companies in the 
construction industry, 8 (5%) companies in plantation sector, 6(3.8%) companies are from technology sector and 
3(2%) companies are REITS (Real Estate Investment Trusts). Lastly, hotel and IPC sectors provide the smallest 
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     Table 1. Distribution of sample 
 








Construction  44 5.6 9 5.6 9 
Consumer 
Product 130 16.6 26 16.6 26 
Hotel 4 0.5 1 0.6 1 
Industrial 
Product 243 31.2 49 31.2 49 
IPC 6 0.8 1 0.8 1 
Mining 1 0.1 0 0 0 
Plantation 39 5 8 5 8 
Properties 87 11.2 17 11 17 
REITS 17 2.2 3 2 3 
Technology 30 3.8 6 4 6 
Trading & 
Services 180 23 36 23 36 
Total 781 100 156 100 156 
 
In total, there are 1535 data ending up as the representative sample population of annual reports of Malaysian 
PLCs over ten years period (2003 until 2012) for the ten business sectors. Table 2 presents the number of 
observations based on cross- tabulation by business sector and financial year, which have included those years in 
2003 and 2004 with few annual reports, were not available and few firms were delisted in 2010, 2011 and 2012.  
 





2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 
Construction 9 9 9 9 9 9 9 9 9 9 90 
Consumer Product 26 26 26 26 26 26 26 26 26 26 260 
Hotel 1 1 1 1 1 1 1 1 1 1 10 
Industrial Product 47 47 49 49 49 49 49 48 46 45 478 
IPC 1 1 1 1 1 1 1 1 1 1 10 
Plantation 8 8 8 8 8 8 8 8 8 8 80 
Properties 15 17 17 17 17 17 17 17 17 16 167 
REITS 3 3 3 3 3 3 3 3 3 3 30 
Technology 6 6 6 6 6 6 6 6 5 5 58 
Trading & Services 36 36 36 36 36 36 36 36 33 31 352 
Total 152 154 156 156 156 156 156 155 149 145 1535 
 
The chi-square test for independence is used to determine whether the two categorical variables are related 
(Pallant, 2007). Therefore, to test the relationship between categorical data, it is appropriate to adopt the Chi-square 
test. Since all the variables of interest in this study are categorical variables (audit firm/partner rotation, audit firm 
size and audit opinion), it is suitable to use the chi-square test of independence to test the hypotheses relating to the 
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relationship between categorical data (Pallant, 2007). The   significant value for chi-square test indicates whether 
two variables were dependent on each other (Chow and Rice, 1982). 
 
4. Data Analysis and Findings  
The main objective of this study is to analyze the different types of auditor’s report and the audit rotation for the 
period of ten (10) years for the representative PLCs.  Cross-tabulation and Chi-square test method were used to test 
the association between auditor’s opinion and audit rotation with audit firm size (Big Four and Non-Big Four Audit 
firms).  
 
4.1  Types of audit opinion over ten years 
 
The first objective of this study is to analyze the different types of audit reports for the period of ten years. Table 
3 presents the cross-tabulation of the audit opinion (modified/unmodified opinion). From the ten-year period, 1441 
annual reports were provided with unmodified or unqualified opinion while 94 annual reports were given the 
modified as presented in Table 3.  The highest number of modified opinion fell in the year 2010 with 23 (14.8%) 
companies, with 7 additional companies as compared to the prior year result. However, only 15 (10.1 %) companies 
in 2011 received modified opinion, followed by 12 companies (8.3 %) in 2012. There is no modified opinion issued 
during the year 2003. During the year 2004, 2005, 2006 and 2007, the modified opinion issued were one, three, three 
and four companies respectively. The trend of this scenario seems to be increasing and decreasing back gradually to 
date.  
 




Unmodified % Modified % Total 
2003 152 100 0 0 152 
2004 153 99.4 1 0.6 154 
2005 153 98.1 3 1.9 156 
2006 153 98.1 3 1.9 156 
2007 152 97.4 4 2.6 156 
2008 139 89.1 17 10.9 156 
2009 140 89.7 16 10.3 156 
2010 132 85.2 23 14.8 155 
2011 134 89.9 15 10.1 149 
2012 133 91.7 12 8.3 145 
Total 1441 93.9 94 6.1 1535 
 
Further analysis can be seen in Table 4 on the modified opinion. Table 4 presents the types of modified opinion 
according to financial years. The ‘emphasis of matter’ opinion was issued in 71 annual reports for ten-year period. 
This was followed by ‘disclaimer opinion’ in 14 annual reports, the ‘except for’ opinion in 8 annual reports and one 
annual report which contained ‘adverse’ opinion. This finding was consistent with the previous study carried out by 
Hudaib and Cooke (2005) where the ‘emphasis of matter’ opinion became the most popular form of modified 
auditor’s report as compared to other types of modifications  
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Table 4. Total distribution of modified opinion 
 
  Modified Opinion 
Total 
Year Emphasis on Matter Except for 
Disclaimer 
Opinion Adverse 
2003 0 0 0 0 0 
2004 1 0 0 0 1 
2005 3 0 0 0 3 
2006 3 0 0 0 3 
2007 3 0 1 0 4 
2008 14 0 3 0 17 
2009 13 0 3 0 16 
2010 13 4 5 1 23 
2011 12 2 1 0 15 
2012 9 2 1 0 12 
Total 71 8 14 1 94 
 
4.2 Audit opinion and audit firm size 
 
The second objective of this study is to analyze the different types of auditor’s report issued by the Big Four and 
Non Big Four audit firms for the period of ten years (2003 – 2012) and to analyze the relationship between audit 
opinion and audit firm size.  Table 5 shows that out of 1535 annual reports audited, 1441 (93.9%) were issued with 
unmodified opinion while the remaining 94 (6.1%) were issued with modified opinion. The Big Four audit firms 
issued 971 audit reports for ten years and 939 (96.7%) were unmodified opinion and 32 (3.3%) were modified 
opinion. Out of 564 annual reports audited by Non Big Four, 502 (89.0%) were issued with unmodified opinion and 
62 (11.0%) were issued with modified opinion. 
For Hypothesis No: 1 (H1), the chi-square test is carried out in order to test the association between audit opinion 
and audit firm size. The statistical results of the chi-square test as presented in Table 5 supported H1 where there is 
an association between audit opinion and audit firm size. The result of chi-square test shows a significant value of 
difference in association (p= 0.000, p< 0.05). The Pearson value is 36.770 which is greater than the critical value 
with 1 degree of freedom at 34.54 (Pallant, 2007).  
                  
     Table 5. The association between audit opinion and audit  firm size 
 
Audit Firm Size Audit Opinion Total  
  Unmodified  Modified    
Non-Big Four 502 (89%) 62 (11%) 564 
Big Four 939 (96.7%) 32 (3.3%) 971 
Total 1441 (93.9%)  94 (6.1%)  1535 
         Chi-square test (2, N=1535) = 36.770, p=0.000 
 
The statistical result suggested that there is a significant association between audit opinion and audit firm size.   
Thus, H1 is supported where this study demonstrated that the Non-Big Four audit firms appear to give more 
modified audit opinions than the Big Four audit firms. This result seemed to reveal that the Big Four auditors in 
Malaysia appear to qualify less often than Non-Big Four audit firms. 
 
4.3 Audit opinion and audit rotation  
 
The third objective of this study is to analyze the frequency and the association between the type of audit opinion 
and audit rotation in Malaysia in terms of mandatory rotation of audit partner and voluntary rotation of audit for the 
period of 10 years (2003 – 2012). In order to analyze the rotation of audit partner for the period of 10 years, the 
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client companies or PLCs that had switched audit firm were excluded from the PLCs that were selected for this 
hypothesis test. Thus, there were a total of 1433 audit reports issued by the non-rotated audit firms.  
 
4.3.1 Mandatory audit partner’s rotation and audit opinion 
 
In Malaysia, the MIA has mandated to rotate lead partner after five years of audit to improve the quality of audit. 
Thus, the association test between mandatory rotation of audit partner and audit opinion is hypothesized. The cross-
tabulation in Table 6 showed the audit reports with audit partner’s rotation are 345 (5.65%) out of the total of 1433 
audit reports issued by the non-rotated audit firms. The audit firms which have rotated their audit partners had issued 
321(93.0%) unmodified audit opinion and 24 (7.0%) modified audit opinion. The audit firms which did not rotate 
their audit partners had issued 1088 (94.4%) audit reports and  there are 1032 (94.9%) audit reports with  unmodified 
opinions and the balance of 56 (5.1%) are the modified opinions. 
 
 
             Table 6.  Cross tabulation and chi-square test between audit partner’s rotation and audit opinion 
 
Audit Opinion Audit Partner’s Rotation  Total  
  Do Not Rotate  Rotate    
Unmodified  1032 (94.9% ) 321 (93%) 1353 (94.4%) 
Modified  56 (5.1%) 24 (7%) 80 (5.6%) 
Total 1088 345 1433 
    Chi-square test (2, N=1433) = 1.627, p=0.202 
 
The result of chi-square test does not show a significant value of difference in association (p=0.202, p>0.05). The 
result suggests that there is no significant association between mandatory audit partner’s rotation and the audit 
opinion issued. Thus, H2 (a) is not supported as there is no significant association between the rotation of audit 
partner and the audit opinion issued. This finding is not consistent with the finding obtained by Firth, Rui & Wu 
(2012) who found that firms with mandatory audit partner rotations are associated with a significantly higher 
likelihood of a modified audit opinion.  
 
4.3.2  Voluntary audit rotation and audit opinion 
 
There were a total of 1535 audit reports issued by audit firms over the period of 10 years. There were a total of 
100 audit reports issued by rotated audit firms. Table 7 shows the relationship between the rotation of audit firm and 
the type of audit opinion. The chi-square test was performed in order to test the association between audit opinion 
and audit firm rotation.  
The result indicates that out of 1535 annual reports, there are 1355 (94.4%) audit reports with unmodified opinion 
issued by non-rotated audit firms and there are 86 (86%) unmodified opinion issued by rotated audit firms. On the 
other hand, out of 94 (6.1%) of modified opinion issued, 80 (5.6%) are issued by non-rotated audit firms and 14 
(14%)   are issued by rotated audit firms.  
 
                    Table 7. Cross tabulation and chi-square test between audit firm rotation and audit opinion 
 
Audit Opinion Audit Firm Rotation  Total  
  Do Not Rotate  Rotate    
Unmodified 1355 (94.4% ) 86 (86%) 1441 (93.9%) 
Modified  80 (5.6%) 14 (14%) 94 (6.16%) 
Total 1435 100 1535 
     Chi-square test (2, N=1535) = 11.543, p=0.001 
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The result of chi-square test shows a significant value of difference in association (p=0.001, p< 0.05).  The result 
in Table 7 met the assumptions guideline for the test of chi-square for independence and the result suggests that there 
is a significant association between audit firm rotation and the issuance of audit opinion. Thus, H2(b) is supported 
as there is a significant association between the audit opinion and the rotation of audit firm. 
 
4.4 Audit rotation and audit firm size  
 
The fourth objective of this study is to analyze the mandatory rotation of audit partner and voluntary rotation of 
audit firm among the Big Four and Non-Big Four audit firm. The audit rotation is tested independently for the 
mandatory rotation of audit partner and the voluntary rotation of audit firm.   
 
4.4.1  Mandatory audit partner’s rotation and audit firm size  
 
In Malaysia, the MIA’s By-Laws on Professional Ethics, Conduct and Practice requires that an individual shall 
not be a key audit partner for more than 5 years in respect of the audit of any PLCs inclusive of Public Interest Entity 
(PIE). Therefore, the association between mandatory audit partner’s rotation and audit firm size is tested for the non-
rotated audit firms (1433 firms) in order to achieve the fourth objective of this study.  
Table 8 shows the association of audit partner’s rotation with audit firm size. The descriptive result indicates that 
out of l433 audit reports that were analysed, 941 annual reports audited by Big Four firms showed 250 audit reports 
(72.5%) of PLCs in Malaysia experienced audit partner’s rotation as compared to only 95 annual reports (27.5%) 
audited by Non-Big Four firms which experienced audit partner’s rotation. The result of the chi-square test shows a 
significant value of difference in association  (p=0.002, p < .05). The result suggests that there is an association 
between the mandatory audit partner’s rotation and audit firm size and thus, H 3 (a)  is supported. 
 
 Table 8. Cross tabulation and chi-square test between audit partner’s rotation and audit firm size 
 
Type of Audit  
Firm Audit Partner’s Rotation  Total  
  Do Not Rotate  Rotate    
Non-Big Four  397 (36.5% ) 95 (27.5) 492 (34.3%) 
Big Four  691 (63.5%) 250 (72.5%) 941 (65.7%) 
Total 1088 345 1433 
    Chi-square test (2, N=1433) = 9.312, p=0.002 
 
4.4.2 Voluntary audit firm rotation and audit firm size  
 
Table 9 shows that out of 1535 annual reports observed, there were 100 audit reports issued by rotated audit firms 
and 1435 audit reports issued by non-rotated audit firms.   For the total of 100 rotated audit firms, 72 (72%) were 
from the Non-Big Four and the remaining 28 (28 %) were from the Big Four audit firm. Whereas, out of 1435 non-
rotated audit firms, 943 (65.7%) PLCs in Malaysia are engaging the  Big Four audit firm and 492 (34.3 %) are  
engaging Non-Big Four audit firm for the past 10 years (2003 – 2012).   
The result of chi-square test shows a significant value of difference in association (p= 0.000, p< 0.05). Thus, the 
result suggests that there is an association between voluntary audit firm rotation and audit firm size. Thus, H3 (b) is 
supported as there is an association between voluntary audit firm rotation and the audit firm size.  
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    Table 9. Cross tabulation and chi-square test between audit firm rotation and audit firm size 
 
Audit Opinion Audit Firm Rotation  Total  
  Do Not Rotate  Rotate    
Non-Big Four  492 (34.3% ) 72 (72%) 564 (36.7%) 
Big Four  943 (65.7%) 28 (28%) 971 (63.3%) 
Total 1435 100 1535 
       Chi-square test (2, N=1535) =  57.210, p=0.000 
5. Conclusion 
Audit Quality is viewed to be a function of auditor’s performance and audit quality is thus indirectly related to the 
type of audit report and audit tenure. Hamilton et al. (2005) urged that extended auditor and client relationship may 
hinder the ability of auditor to perform high quality of audit engagement. It may also lead to impair the 
independence concept of audit partner and his/ her audit firm. 
The objective of this research is to study the different types of auditor’s report and audit rotation over the period 
of ten years (2003 - 2012). The rotation of audit is either the rotation of the audit firm or merely rotation of audit 
partner who signed the audit report of which both data can be traced from the independent auditor’s report. The 
mandatory lead partner rotations were analyzed on the companies that did not switch audit firm. MIA in Malaysia, 
the regulatory body had mandated the change of lead partners after five financial-years period. 
The population samples of 156 companies were selected from 11 industries over ten-year period that ended up to 
the observations of 1535 annual reports. For the period of ten years, 1441 (93.9%) annual reports of PLCs in 
Malaysia were issued with unmodified opinion and 94 (6.1%) annual reports were given the modified opinion.  
Further analyses were carried out to classify the modified opinion into four types of modifications, namely 
‘emphasis of matter’, ‘except for’, ‘disclaimer’ and ‘adverse’. The Big Four audit firm issued 971 audit reports with 
939 (96.7%) with unmodified opinion and 32 (3.3%) with modified opinion. The Non-Big Four audit firm issued 
564 annual reports with 502 (89 %) were classified as unmodified opinion and 62 (11%) as modified opinion.  
This study further explored the audit quality by statistically analyzing the association between audit rotation and 
audit opinion and the association between audit rotation and audit firm size. The mandatory rotation of audit partner 
and voluntary rotation of audit firm were also analyzed. The second objective of this study was to analyze the 
association between audit opinions and audit firm size. The chi-square test of independence indicated that there is a 
significant relationship between audit opinion and audit firm size. The statistical result from chi-square test revealed 
that the Big Four firms in Malaysia appear to qualify less often than Non-Big Four audit firms. The third objective of 
the study expected audit opinion issued will be likely to affect the rotation of audit partner but the result does not 
support the hypothesis (H2a). Audit opinion is not the major reason for audit rotation in the developing countries like 
Malaysia as the market for audit services is not competitive as compared to research findings conducted in countries 
with well-developed and competitive audit market (Nazri et al., 2012).  Nevertheless, the modified opinion issued 
will affect the rotation of audit firm where H2b is supported. On the other hand, the fourth objective presented the 
supported hypothesis (H3a and H3b) where the size of audit firm (Big Four and Non-Big Four audit firms) had 
affected both types of audit rotation in Malaysia (rotation of audit firm and audit partner). 
In enhancing the audit quality through the association test between the type of audit opinion and audit tenure, the 
overall results of Chi-square test conducted have supported all the hypotheses except for H2a i.e. the association 
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